Careers
Our Firm

Insights

Contact Us



Capabilities

 
Investment Themes & Strategy

Selectivity may pay off in Latin American
infrastructure debt
Paul David | 07/12/2018

Summary
Infrastructuredebt investments in Latin America are often considered to be risky – and,
as a result, more suitable for a portfolio’s “core plus” fixedincome allocation. But carefully
choosing countries and projects can turn this asset class into a core holding with
attractive yield potential and a solid risk profile.
Key takeaways
Investors are increasingly looking to infrastructure investments as a way to balance their portfolios – and actively selecting among Latin American infrastructuredebt
projects can be particularly attractive
Focusing on essential infrastructure projects in investmentgrade countries may help minimise the market, currency and political risk associated with this asset class
With careful portfolio construction, Latin American infrastructure debt can sit within a traditional core allocation even as it offers enhanced return potential

Many investors consider investments in Latin America as relatively risky parts of their “core
plus” allocations – the traditional home for investments with higher risk profiles. That would be
understandable for countries such as Argentina, whose sovereign debt is rated B plus, or Brazil,
with its BB minus credit rating.
However, we believe that tarring an entire region with the same brush isn’t the right approach –
particularly when it comes to infrastructuredebt investments. Actively selecting among projects
and countries in Latin America may provide enhanced return potential at levels of risk that are
comparable to similarly rated US issues – which can help Latin American infrastructure
investments fit within a portfolio’s core allocation.

Being selective can help reduce a range of risks
The first step to mitigating risk in this asset class involves focusing exclusively on the six
countries in the region that have investmentgrade credit ratings: Mexico, Chile, Peru,
Colombia, Uruguay and Panama. These countries have all demonstrated strong track records
for developing their infrastructure with foreign capital. And crucially, they all also will require
significant inflows of foreign investment in the coming years.
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Latin America’s investmentgrade countries have a BBB+ weighted average credit
rating

Sources: Credit rating based on average longterm foreign currency ratings provided by S&P, Moody’s or Fitch, where available.
Ratings are adjusted to the Standard & Poor's rating tiers shown above. GDP growth from Bloomberg Economic Forecast Function, as
at 29/11/2018. Infrastructure index from The Global Competitiveness Index 20172018 (World Economic Forum) as at 29/11/2018; scale
is from 1 (worst) to 7 (best). Weighted average calculation is based on infrastructuredebt activity over the last five years, as at
31/12/2017. The above chart is illustrative in nature and should not be considered a recommendation to purchase or sell a specific
security, strategy or investment product.

Risk in this region can be further mitigated by selecting a mix of infrastructuredebt investments
across various sectors – particularly in critical areas that have what we believe to be minimal
market risk, such as electricity distribution and transmission; water pipelines and desalination
systems; renewable energy; and established transportation projects such as airports and toll
roads. Moreover, focusing a greater share of investment on the large economies of Mexico,
Chile and Peru – with smaller allocations to Colombia, Uruguay and Panama – could help
manage market risk even more.
Careful selection may be able to help mitigate other types of risk as well:
The currency risk associated with this asset class can be managed particularly for US
investors. Many projects – especially in the energy and power sectors – have US dollar cash
flows and prefer to borrow in dollars. The same doesn’t apply across all sectors, however,
underscoring the need for careful asset selection.
Political risk can be managed by investing in the highestprofile infrastructure projects – such
as regulated companies and projects – where the winning bids are chosen through an open
procurement process.

Improved yield potential and favourable ESG profiles
Infrastructuredebt assets in Latin America also offer a host of other potential benefits:
They typically have credit ratings close to the sovereigndebt credit ratings in their relevant
countries, but with a pickup in spread. For example, Mexico and Peru have sovereign credit
ratings of BBB plus and Chile is rated A plus – and infrastructure deals in those three
countries are typically close behind, with ratings of BBB or BBB minus.
They currently offer longterm yields that we believe can persist through the economic cycle.
While every infrastructuredebt deal is unique, our analysis shows that infrastructure debt in
Latin America offers about 100 basis points of additional yield potential compared with
similarly rated US public corporate debt.
Since a significant proportion of the investment opportunities in this area are in renewables
(such as hydro, wind and solar power) or in lowercarbon natural gas, this asset class can
also be attractive from an environmental, social and governance (ESG) perspective.

Latin American infrastructure debt can be a core holding
For years, investors have increasingly looked to infrastructure investments as a way to balance
their portfolios. In fact, the total amount of infrastructure assets under management has more
than quadrupled in the last decade, according to Preqin.
Of course, infrastructure investing is not without its risks, but we believe being active and
selective in this space may provide attractive return potential. By focusing on essential
infrastructure projects in strategic countries in Latin America, investors can help ease some of
the concerns that are associated with investments in the region – including market, currency
and political risk. This can help Latin American infrastructure debt sit within a traditional core
allocation even as it offers significantly enhanced return potential.
Investing involves risk. There is no guarantee that actively managed investments will outperform the broader market. Infrastructurerelated
investments involve sector and concentration risk, particularly greater exposure to adverse economic, regulatory, political, legal and liquidity
risk. Bond prices will normally decline as interest rates rise. The impact may be greater with longerduration bonds. Highyield or “junk”

Investing involves risk. There is no guarantee that actively managed investments will outperform the broader market. Infrastructurerelated
investments involve sector and concentration risk, particularly greater exposure to adverse economic, regulatory, political, legal and liquidity
risk. Bond prices will normally decline as interest rates rise. The impact may be greater with longerduration bonds. Highyield or “junk”
bonds have lower credit ratings and involve a greater risk to principal. The value of an investment and the income from it will fluctuate and
investors may not get back the principal invested. There is no guarantee that actively managed investments will outperform the broader
market. Past performance is not indicative of future performance. This is a marketing communication. It is for informational purposes only.
This document does not constitute investment advice or a recommendation to buy, sell or hold any security and shall not be deemed an
offer to sell or a solicitation of an offer to buy any security.

The views and opinions expressed herein, which are subject to change without notice, are those of the issuer or its affiliated companies at
the time of publication. Certain data used are derived from various sources believed to be reliable, but the accuracy or completeness of the
data is not guaranteed and no liability is assumed for any direct or consequential losses arising from their use. The duplication, publication,
extraction or transmission of the contents, irrespective of the form, is not permitted. This material has not been reviewed by any regulatory
authorities. In mainland China, it is used only as supporting material to the offshore investment products offered by commercial banks
under the Qualified Domestic Institutional Investors scheme pursuant to applicable rules and regulations.

This document is being distributed by the following Allianz Global Investors companies: Allianz Global Investors U.S. LLC, an investment
adviser registered with the U.S. Securities and Exchange Commission; Allianz Global Investors Distributors LLC, distributor registered with
FINRA, is affiliated with Allianz Global Investors U.S. LLC; Allianz Global Investors GmbH, an investment company in Germany, authorized by
the German Bundesanstalt für Finanzdienstleistungsaufsicht (BaFin); Allianz Global Investors (Schweiz) AG, licensed by FINMA
(www.finma.ch) for distribution and by OAKBV (Oberaufsichtskommission berufliche Vorsorge) for asset management related to
occupational pensions in Switzerland; Allianz Global Investors Asia Pacific Ltd., licensed by the Hong Kong Securities and Futures
Commission; Allianz Global Investors Singapore Ltd., regulated by the Monetary Authority of Singapore [Company Registration No.
199907169Z]; Allianz Global Investors Japan Co., Ltd., registered in Japan as a Financial Instruments Business Operator [Registered No.
The Director of Kanto Local Finance Bureau (Financial Instruments Business Operator), No. 424, Member of Japan Investment Advisers
Association and Investment Trust Association, Japan]; and Allianz Global Investors Taiwan Ltd., licensed by Financial Supervisory
Commission in Taiwan.
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Paul David
Director, Portfolio Manager, Head of Americas, Infrastructure Debt
Mr. David is a portfolio manager, a director and Head of Americas, Infrastructure Debt, with
Allianz Global Investors, which he joined in 2012. As one of the original members of the
firm’s Infrastructure Debt team, which began in 2012, he is responsible for leading its
development and activities in the Americas, as well as building its presence in the US.
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Price is the key incentive for online brokerage
customers to switch firms
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Summary
Despite extremely high satisfaction rates among online brokerage customers, nearly one
third would change firms to get a lower price per trade and even more would switch to
trade ETFs for free.
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